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FEDERAL RESERVE BOARD
Revisions to FRB's guidelines regarding capital adequacy for state member banks and
bank holding companies have recently been released by the Board. The revised guide
lines raise the minimum capital levels for multinational and regional banking organ
izations. Additionally, the FRB has set a uniform minimum ratio of primary capital
to total assets of 5.5% and a minimum ratio of total capital to total assets of
6.0%. The Board has retained the use of total capital zones or target ranges that
help to define various levels of capitalization; included in the revised guidelines
a more detailed definitional section dealing with mandatory convertible securities;
and, adopted a regulation establishing procedures so that the Board may require
a banking organization to maintain the minimum capital levels as defined in the
guidelines, or higher levels for institutions in a case-by-case basis. The Board
has made three changes in its existing capital guidelines for state member banks
in order to define capital more consistently with the capital regulations of the
OCC and FDIC. Specifically, the Board has amended the capital guidelines for
state member banks but not for bank holding companies: to require the automatic
deduction of goodwill from primary and total capital; to eliminate equity commit
ment notes from primary capital; and to define the capital ratios in terms of
average assets rather than period-end figures. The guidelines state that the
Federal Reserve will review liquidity and the relationship of all on- and off-bal
ance sheet risks to capital, and will require those institutions with high or in
ordinate levels of risk to hold additional primary capital. For additional informa
tion contact Richard Spillenkothen at 202/452-2594.

INTERSTATE COMMERCE COMMISSION
Certification of the annual report for railroads by an independent public accountant is
the subject of a recent proposal by the ICC (see the 5/1/85 Fed. Reg., pp. 18539-40).
The proposal would require Class I railroads to submit a certified statement from
an independent public accountant attesting to the conformity of the primary finan
cial statements and schedules in the Annual Report Form R-1 with the Commission's
accounting and reporting rules. Comments are sought by 6/17/85. For further infor
mation contact Bryan Brown at 202/275-7510.

SECURITIES AND EXCHANGE COMMISSION
A revision to Rule 3A-02 of Regulation S-X is the subject of a recent request for public
comment by the Commission. The proposal rule would incorporate the guidance in ARB
No. 51 with general presumptions that consolidated financial statements are more
meaningful than separate statements and are usually necessary for a fair presentation
when one enterprise directly or indirectly has a controlling financial interest in
another enterprise. The sentence that states that a registrant shall not consolidate
any subsidiary which is not majority owned would be amended to indicate that the
determination of majority ownership requires a careful analysis of the facts and
circumstances of relationships among entities, and that the registrant's accounting
policies should be clearly explained in the statement as to principles of consolida
tion or combination followed as required by Rule 3A-03. The rest of the rule would
be reordered and renumbered, and some additional guidance would be incorporated, but
the substance of the Commission's position would remain unchanged. Comments are
requested by 6/29/85. For further information contact Dorothy Walker at 202/2722130.
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Mr. Gary Lynch, Acting Director of the SEC's Division of Enforcement since 3/5/85, was
appointed Director of that Division, according to an announcement by SBC Chairman
John S.R. Shad on 4/29/85. Mr. Lynch joined the Commission from private law prac
tice in 1976 as a staff attorney in the Division of Enforcement. Later he served
as a Branch Chief (1978-81), Assistant Director (1981-82), and Associate Director
(1982-85). In 1984 Mr. Lynch received the Commission's Distinguished Service Award.
Mr. Lynch is a graduate of the Duke University Law School (1975), where he was a
member of the Editorial Board of the Law Journal, and of Syracuse University (1972),
where he was elected to Phi Beta Kappa. In announcing the appointment, Chairman
Shad said: "Mr. Lynch has had an outstanding career at the Commission and has done
an excellent job as the Acting Director of the Division. This appointment is welldeserved."

"Expanding Securities Markets: Regulatory and Economic Issues" were the subjects of
a 5/2/85 hearing by the House Energy and Commerce Subcommittee on Telecommunications,
Consumer Protection and Finance. This hearing, conducted by Subcommittee Chairman
Timothy E. Wirth (D-CO), heard testimony from SEC Chairman John S.R. Shad, Preston
M a r t i n , Vice Chairman, Federal Reserve Board, and David 0. Maxwell, Chairman,
Federal National Mortgage Association. In his opening statement, Rep. Wirth stated
that the focus of the hearing would be "the internationalization of the capital
markets, the growth in securitized credit and the proliferation of derivative instru
ments." Rep. Wirth also expressed the need to reexamine current and past regulatory
strategies, in the light of expanding and changing markets, "if we are to preserve
the goals and objectives they were designed to achieve." Rep. Wirth also expressed
seme concern about the internationalization of markets, stating that some U.S. com
panies may want to do business overseas because of lower European accounting stand
ards. Rep. Wirth suggested that rather than "harmonizing" accounting and disclo
sure standards with some European countries, we should "force" them to increase
their standards to match ours. On the subject of internationalization, SEC Chair
man John S.R. Shad stated that the "Commission is taking steps to ensure investor
protection and improve the regulatory process in the face of increased international
ization." He listed these steps as: adoption of disclosure requirements for foreign
issuers using the U.S. markets; surveillance of trading by persons acting through
foreign entities; cooperation with Switzerland and other countries on enforcement
matters; enforcement proceedings against persons who use foreign entities to engage
in insider trading and other securities misconduct; and issuance of two releases
seeking comments on ways to harmonize disclosure and distribution practices in multi
national offerings and on a variety of issues relating to the operations of the in
ternational secondary markets.
TRANSPORTATION, DEPARTMENT OF
Additional guidance on the independent auditor's certification required for Section 15
data items used in the Section 9 formula apportionment, has been made available
by the Urban Mass Transportation Administration, U.S. Department of Transportation
(UMTA). By way of background, the apportionment of UMTA Section 9 funds for agencies
in or serving urbanized areas (UZA) of 200,000 or more (large UZAs) is based, in
part, on selected Section 15 data elements. Mass transportation service is consid
ered to "serve" large UZAs if (1) it is located entirely within the large UZA or (2)
it is provided between a large UZA and either a UZA of less than 200,000 (small UZA)
or a non-urbanized area.
(Local transportation service provided totally within an
adjacent small UZA or non-urbanized area is not considered serving a large UZA). In
order to reduce errors, possible fraud and abuse problems, according to UMTA, the
data elements used for the section 9 apportionment must be certified by an indepen
dent auditor. Comments on the UMTA guidelines have been requested. For further
information and copies of the guidelines, contact Rhoda Shorter at 202/426-9157.
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TREASURY, DEPARTMENT OF
Regulations Governing the Practice of Attorneys, Certified Public Accountants, Enrolled
Agents, and Enrolled Actuaries Before the Internal Revenue Service is the subject
of a notice of proposed rulemaking by the IRS (see the 4/23/85 Fed. Reg., pp. 1593715943). The notice proposes modification of the regulations governing practice
before the IRS (31 CFR Part 10) by requiring those who are enrolled to practice
before the IRS renew their enrollment on a periodic basis. A condition of eligibil
ity for renewal of enrollment would be the satisfaction of continuing professional
educational requirements. The proposal also contemplates a fee for the renewal
of enrollment. In general, all enrolled agents w u l d be required to renew their
enrollment every three years. As to qualifying programs under the proposal’s contin
uing education requirements, the IRS stated..."the overriding consideration in deter
mining whether a specific program qualifies as acceptable continuing education
would be that it be a course of learning in current subject matter which will enhance
the professional knowledge of an enrolled agent in Federal taxation or Federal tax
related matters." Comments must be submitted in writing on or before 6/24/85. For
further information contact Leslie Shapiro at 202/535-6787.

Beginning 5/1/85, taxpayers filing Form 1045, Application for Tentative Refund, must use
the Form's 1/85 revision, according to a recent announcement by the IRS. The IRS
explained that this revision must be used because it requires a taxpayer to indicate
if the tax benefits claimed are associated with a tax shelter that has to be regis
tered with the IRS. In News Release IR-85-5, the IRS had said that any revision
of Form 1056 could be filed provided it had certain attachments. However, according
to the IRS, sufficient supplies of the January 1985 revision of the Form are now
available through local IRS offices.
The FY 1986 budget for the IRS provides for average employment of 86,489 and $3.5
billion to administer the Nation's tax laws, according to IRS Commissioner Roscoe
L. Egger, Jr. in a 4/29/85 testimony before the House Ways and Means Subcommittee
on Oversight. In his opening statement, Commissioner Egger acknowledged that an
IRS supervisor at the Austin Service Center had instructed an employee to destroy
taxpayer correspondence. Commissioner Egger stated that the supervisor in this
incident had resigned and that "our best information indicates that no tax returns
were destroyed." The investigation is continuing. Turning to the IRS budget,
Egger stated that the FY 1986 budget has five major goals: to maintain essential
levels of tax administration; to continue efforts begun over the last few years to
modernize ADP systems; to implement the Deficit Reduction Act of 1984; to begin to
hire revenue agents for the expansion of examination efforts in FY 1987-89; and to
achieve necessary reductions and meet uncontrollable cost and workload increases.
Commissioner Egger concluded by stating that the IRS will continue efforts begun
over the last few years to modernize ADP systems; maintain levels of tax adminis
tration, and begin a major revenue initiative planned for Fiscal Years 1987-89 by
advance-hiring revenue agents late in FY 1986.

SPECIAL: AICPA TO TESTIFY TO LIMIT CIVIL RICO
A hearing on the Racketeer Influenced Corrupt Organizations Act (RICO) will be conducted
by the Senate Judiciary Com mittee in Washington, D.C. on 5/7/85. Witnesses will
include AICPA Chairman Ray Groves, President Philip B. Chenok, and Vice PresidentWashington, Theodore C. Barreaux. Their testimony will recommend a limitation of
civil suits under RICO by requiring individuals to first be convicted criminally of
the predicate offenses in the law, such as mail fraud, wire fraud or fraud in the
sale of securities. This hearing, by Sen. Strcm Thurmond's Judiciary Committee,
will begin at 10:00 a.m., 5/7/85, in Room 226 of the Dirksen Senate Office Building.
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SPECIAL; HOUSE SUBCOMMITTEE TO EXAMINE TAXES OF AMERICANS LIVING ABROAD
The "Problem of Tax Return Nonfiling by Americans Living Abroad" will be the subject
of a 5/8/85 hearing by the House Government Operations Subcommittee on Commerce,
Consumer and Monetary Affairs. According to a release from the Committee, "approx
imately 2 million Americans, not affiliated with our armed forces, presently reside
on a permanent or semi-permanent basis outside our borders." Subcommittee Chairman
Doug Barnard, Jr. (D-GA) also stated that "there is substantial evidence that many
Americans living abroad are not filing tax returns and that many more are under
reporting their income." This hearing is scheduled for 10:00 a.m., 5/8/85 in Room
2154 of the Rayburn House Office Building. Witnesses currently include representa
tives of the IRS, the GAO, and the Association of American Chambers of Commerce.

SPECIAL: CONGRESSIONAL HEARING ON "COLLAPSE" OF GOVERNMENT SECURITIES DEALER
"The circumstances surrounding the recent collapse of Bevill, Bresler & Schulman Govern
ment Securities, Inc. of Livingston, N.J. and the effect of the failure on financial
institutions throughout the country" will be the focus of a House Government Oper
ations Subcommittee in Washington, D.C. on 5/15/85. This hearing by the Subcommittee
on Commerce, Consumer and Monetary Affairs, chaired by Rep. Doug Barnard, Jr. (D-GA),
will begin at 9:30 a.m., 5/15/85 in Room 2154 of the Rayburn House Office Building.
No witness list is currently available.

For additional information contact Nick Nichols at 202/872-8190.
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